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"MEMORANDUM FOR Sccretarics of the Military Departments
Dirxcctor of Defen. » Rescearch and Engincering
stant Sccretary of Defense (Comptroller)
t Secretary of Defense (I&L)
Assistant Scecretary of Defense (SA) Co
Director, Defense Supply Agency ‘
Director, Defense Contract Audit Agency

L

SUBJECT: Cost Growth Definition

Atftached is a definition of the term cost drowth and the elements which .
must be identified to explain cost growth. It has been prepared by a task 4
force, mentioned in my memorandum of August 13, 1969, Subject: .Selected
-Acquisition Repons/Procram Status Reports, for universal use throughout
1 the Department of Defense in reports and othexr communications,

-

he term Ycost overrun' has been used by many people both within the _ e
Government ancl outside, to refer to varying circumstances wherein some i
amount of actual or estimated expenditure excecded some stated ox other
cstimated amount, The variance of these circumstances cause the use of T
this term to create confusion in 1hc, minds of many and to cast improper S

" In studying the problem in depth, the task force came to the realiz hon that -

Yicost overrun” as widely used suffered three fatzl defect (l) e

narrow technical meaning; (2) it was widely used in bo h Govern- ..~

ment 2nd by the public as having a very much wider and hence impre
n
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the sct of circumstances embraced by the public use of the

wide and varied, that it was more practical to develop wo
new tecrms than to pcr31st in trying to perfcct the meaning oi o

’ L i i, ' Thus, »the Committee started with a general and imprecise ' §
rm, '‘cost overrun, ' and discarded it as unworkable, and replaced it with

the term Ycost rrowui, B mcludmd a structurg,d set of denmh.ons rcla»cd to it,
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On file OSD release'iﬁstructiohs app'l'y.
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I would like to have yo{lr vicws priox to taking furthex action to

¢ this sect of terms in those Directives, Instructions and
wlations which require reporiing of cost growth., When adopted,
the ofter misunderstood texm ''cost overrun' will disappear from usc
within the Depaxtment. : ' o : , S ' -

ttachment
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"Cost Growth"

Cost Growthi is a term velated to the net change of an cstimated or actual
amount over a basc {figure previously cstablished. The base must be
rclateable to a program, project or contract and be clearly identified
including source, approval authority, specific items included, specific
assumptions made, date and amount, The events causing '"Cost Growth'
must then be explained by one or more of the following categorics and the

‘appropriate amount of cach shown as Yestimated” or Hactual, '':

1. System Performance Change - A change in the system performance .
rcequirement. (. g., speed, weight, rcaction tirne, circular error pr obablhty, ( ‘
safcty features, payload, frequency propagation, range, scan, etc,). b
Specific changes must be scparately identificd and quantificd as to amount, T

bl

2. Engincering Change (Not Affecting Performance) - A change in configu- ’
rafion identification directed by the Government which does not change

approved Pcerformance requirements,

3. Quantity Change - A change in quantity to be procured at the original P
price afLer makmrr appropriate and consistent adjustments for cost-quantity
relationships {c. g., improvement curves). , !

4, Contract Added Support - A change in contract requirements to reflect i

support items (c. g.,
warranly provisions, ctc.) which were contemplated initially but not ordered

added spare parts, training, ancilliary cguipment, -
»,priced on contract initially.

e 5. Schedule Change - A change in an approved-delivery schedule, completion
date or intermediate milestone of development or production., Xach change

must separa Lcly be identified as Government I‘CSDOHSIbll‘LLy or contractor
responsibility and quantified as to amount.

-

-

é. Unpredictable Change - A change causcd by Acis of God, work strikes,
Fecderal or State law changes or other unforesecable matters not related to
any other category.

Apprbved For Release 2007/02/07 : CIA-RDP74B00535R000100180028-5




7. ¥Eceonomic Change - A change duc to the operation of one or morce .

factors of the cconomy other thaw that cxplained by Contractual Price
Adjustment. Economic change specifically identifiable to the provisions
of a coviract ecaluation clause must be scparately ident Lfied,

8. Estimating Change - A change in program cost due to refinements of ' j
4 the basc estimate. These include mathematical errors, omission of items,

diffcrent assumptions uscd in estimating, changing the ycar of the constant
doliaxrs, etc, Specific estimating changes should be separately identificd
and quantified as to amount,

9, Contractual Price Adjustment - A change due to the contractorls actual !
or expected cost/schedule/performance being different than predicted as
evidenced by contract target prices (FPI contracts), estimated cost and/ox

fce {cost l'bJ.Af‘D.Ll.LuCc..blC type contracts) or redeterminable prices (FPR

contracts) after considering offsetting fec ox profit adjustments, but

excludin g ary of the ch nges previously mentioned. This also includes

any changes in contract amount due to earned-incentives and bonus pay-
ments under CPAF :contracts. ' o
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